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If Rea. Estate Economists, APPRais ers AND COUNSELORS 


The decline of real estate activity slowed some- 
REAL ESTATE ACTIVITY what in November with a drop of only seven-tenths 

of a point from its October reading of 22.5. In fact, 
some of the cities making up our index recorded mild improvement in November 
over their October figures, These cities where some recovery was noted are: 
Boston, Buffalo, Cleveland, Columbus (Ohio), Des Moines, San Antonio, and West- 
chester County, New York. 


As the year draws to a close it can be seen that the real estate cycle in 1948 
was dominated almost entirely by steadily falling activity. This contrasts rather 
sharply with its course in 1947 which, although declining slightly, was a fairly 
steady year. We entered 1948 with a reading of 44.3 (the December 1947 index read- 
ing) and so far have dropped 22.5 points to the November figure of 21.8. During 
1947 the activity index dropped only 5 points, from 49.3 to 44.3. 


Insofar as 1949 is concerned, we expect this downward trend to continue but at 
not so rapida rate, There is a good possibility of minor, spotty recovery, but very 
little chance of any lasting improvement during the coming year. We expect some 
small decline in construction costs and some additional government guarartees - 
but think that neither will be of sufficient magnitude to materially affect the down- 
ward trend. 


Realestate mortgage activity continued to step down 
REAL ESTATE in October, although at a slower pace, It has fallen 
MORTGAGE ACTIVITY to 159.7, the lowest point since November 1945, 


More active participation by the government in the mortgage lending field seems 
definitely assured. This participation will probably be confined largely to contin- 
uing or further liberalizing the various guarantees and props to those mortgage 
lenders who care to take advantage of them. There is even some talk of direct 
government loans on low-cost housing. There is also some possibility of a farm 
housing program, 














Our belief is that this continuing and expanding government action in the housing 
field will have the same effect it has had in the past year or so, There may be some 
increase in mortgage and real estate activity as a result, but the greatest result will 
be reflected in continued high or possibly higher construction costs, 





We have pointed out many times that when an industry is operating at or near 
(cont. on page 518) 
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LONG-TERM INVESTMENT POLICY 


N pages 514 and 515 of this bulletin appears a chart outlining a long-range 
C) investment policy for real estate. This chart demonstrates how much can 

be done with a small amount of money, and suggests how much more can be 
done with a large amount, It is certainly not a “get rich quick” method, but on the 
other hand it offers a great deal of safety - and its profits are virtually automatic. 
It has one requisite in common with all successful investment programs - proper 
timing. This timing is achieved by careful observation of the long slow swings of 
the real estate cycle (shown at the bottom of pages 514 and 515). 


During most of the time since 1932 we have strongly advocated the purchase of 
real estate equities, We believe, however, that the greatest and safest profit cannot 
be secured by the consistent ownership of real estate over a long period of years, 


The amount for which the average piece of improved real estate could be sold 
has shown a definite tendency to rise and fall in a cycle of about 18 years. If equi- 
ties are purchased at the low point of the cycle and held for too long a period, their 
rapid appreciation is partially balanced off by the slow decline that follows; and 
profits which could have been realized by selling at the top of the boom slip away. 


The chart illustrating this policy is an attempt, perhaps oversimplified, to out- 
line the general principles that have worked in the past for those investors who con- 
sciously or unconsciously have taken advantage of the major swings in the cycle, 
This chart was originally published in the June 1935 issue of The Real Estate Ana- 
lyst. We realize that some factors are left out of the chart - amortized pay-offs 
of mortgages are not considered, nor are capital gains taxes. 


To include these two factors in the chart would seriously complicate the pre- 
sentation of these principles without adding anything to the fundamentals we are 
trying to illustrate. We know, however, that the percentages of increase we have 
shown are quite reasonable and that only by the method we describe here is it possi- 
ble to take full advantage of the basic real estate cycle, 


This chart assumes that in 1900, $2,000 in cash was invested in a distress 
bargain at a purchase price of $6,000. A part purchase money mortgage covered the 
balance of $4,000. From 1900 to 1906 real estate was improving rapidly, and the 
property earned enough to take care of all charges against it. Due to the rapid in- 
crease in value it was possible to carry the mortgage without pay-off. By 1906 
the property could be sold for $12,000 and the proper course was to sell and invest 
the $8,000 realized above the mortgage in one or two small mortgages on homes 
owned by the occupants at about 50 per cent of the value of the property. To have 
reinvested in real estate at this time would probably have resulted in a loss of 
at least a portion of the profit earned in the recovery period, as this was a period 
of slowly falling values. The $8,000 should have been kept in mortgages, probably 
paying 6% interest at that time, until 1917 or 1918. 


By 1917 or 1918 people had lost confidence in real estate, rents and values were 
low and foreclosures were relatively high. Many distress bargains were again on 


(cont. on page 516) 





913 
























































































































































































































































































































































































































| J} Hsv2 000° ZE$ HLIM es se eS Se — 
Ald3dOY¥d JO HLYOM 000'96$ NI | 
— S3ILINDS ANG ¥ SSOVOLYOW 1713S —— rn = a, 
| aed fy 
: . van o _| 
| aad fw a See | m 
L- 5 YO | 
<< ro) < - T a 
i- Ors | 
Wh vu Zo 
LJ mo — 
| il + $+ - a — _ _| — | ————+ 
2 SS9OVOLYOW JO HLYOM | . | | [ oe 
| Lo OO0O'ZE$ ASVHIYNd ! +—— “ 
‘Wy B OO0O'er$ YO 3°¥ 1793S > || 
T t t 
| aco = USS EF || 
— 1 TOO > | | 
| ~ : — — ao & ————4« -_ + + 
re)? | qua am | 
| VU - T a _ O (eo) 
} tn L ly 
o MOGs < ’ 
Se HSv> 000° 8¢ HLIM eS 
Ox ALWIdONd JO HISOM O00'PZ$ NI fae Oo — 
wf S3ILINDZ 3SWHDUNd ¥ SSOVOINOW 1713S x ~~ aaa ee ee im 
ia = | x | 
ea T a st H * 
| ae ——— — Y) 
i 2 <Sz wW) 0 
i= 2 > ~~ Rw ial , 
| O Wy —— 
z | ) ———o2° -—r . 2 een see ene sane ieee 
| uJ? | —;— [a a +10 s {32% 3 —_— - shee E+. 
| 27 | — jp} ft 4&2, | = | : : _ 
i. a ee — — + + a OL. 4 aS a Y) ~ { - = LW on + + — 
at} — | +_ | GSW | i, o > 
| — ae. or er r ] a es Mes 
> Y = iene Y) 
 —— ——}- ——} = —+—______—_—_+—__+ EE = ly ly 4 }+— + + ———EE 4 
—_ >» =a = + St—_—+ — ~ ~ 4 = r + + + —f 
a | E- Yu ss 
Sot } i | {| foo wil iF YOu | | UO | 
C lw is > 
ow 0 SSOVOLYOW 340 HLYOM 000'S$ q INKS | 1 © 
ul 3SVHIYNd ¥ 000'Z/$ HOS '3'Y 17S 2 12 
7 —_;— Se ae at t 1 — 4 = 
kK . | O | 3 
= —— + t > ——— 7 - P< @ ene ai l ill iain 
‘) ioe 8 oo — S — +— + VU = a a | ———— 
rd | | oO | | OW al 
Oo T T | x — > Td 
ee HSVWD O00'Z$ HLIM G3SVHDYNd —+—__+__}— KE —— 
Alu3d0dd 000'9$ NI ALINDS | | | o 
oO 
°o ¢< & > 8 8 ¢ & ° " ¥ €$ S$ 6 i 8tSksftF hehUrhUrhUCUSlhCU 
SONIOQNOH 4O BNTIW LEN SBOVODLYOW NO GSMO = ~~ 
Syv11N0Cd 4O SOAONVSNOHL 9 wo 



















































































oO oO .@) ©) oO O C O O O 
s 2 © 9 ® © = A vo + © ®@ 9@ 
T 
h oat 6 
Be + | 
+ t t a 
| | 
| 
4 4 
= HSWD OO00'SZI$¢ 
HIM Ald3dOvd 4O H1LYOM 
F OOO'PSE$ NI S3ILINDZ ANG B + 


S3ID:LW 























rr 8693S 
fun 
WwW 
9 ou 
e0$ 
Of 
NO 
= - 
- $39, LW 
| 50 
HLYOM 
+-O00'S2Z!$ 
An@ 
~ 8 OOO'ZEIF 


| YWOJ 3'¥ 7113S 

















os ——+ —+—— + 
-— — —+-- a i —_—__+——— 
= + --+> + 
+ “ 
= + + + 
= | | } | ee: 








+. ee | 


ae as HSV2D o0o'ze$ HLIM 
Ald¥3dOud 4O HLYOM 000'96$ NI 
r— SZILINDS ANG F SSODVOLYOW 1773S 


ttt tt 











} !20 














+——_—_+—_—+ 

















Oo oO O Oo O 
vT O WN vT © 
- WN WN WN No 
© 
_- 
oO 
© 
| 
| 
y) 
i. all 
T if .- | 
anal 
+ + 
x = 
| ‘ww 
} — 
| \A re) 
Z| w 
} |“ 





515 














LONG-TERM INVESTMENT POLICY 
(cont. from page 513) 


the market. Almost anyone in this period would jump at the chance of trading 
equities for good mortgages. The proper course to have taken, however, was to 
trade the $8,000 worth of mortgages for $8,000 worth of equities in $24,000 worth 
of distress properties subject to $16,000 in mortgages. In fact, at that time equi- 
ties could be gotien almost for the willingness to assume the mortgages, From 
1918 to 1925 real estate values were increasing rapidly. Decreased vacancies and 
increased rents enabled the properties to carry themselves and show a handsome 
return. There were no pay-offs necessary on mortgages as we were again in a ris- 
ing market. By 1925 it was easily possible to sell the distress properties of 1917- 
1918 for at least twice the price at which they were acquired, The proper course 
was to sell in 1925 or 1926; and assuming that these properties brought only twice 
their distress prices, they were sold for $48,000, or $32,000 above the mortgages, 
This $32,000 should then have been invested in small mortgages at not over 50 per 
cent of the value of the properties. By the middle of 1933 it was time to look around 
for distress bargains and to start switching back to equities. The $32,000 worth 
of mortgages could easily be traded for equities in $96,000 worth of distress prop- 
erties, assuming $64,000 indebtedness, 


Had it not been for World War II and its various restrictions on construction and 
rents, we believe that the peak of the present boom would have come in 1942 or 
1943 instead of 1946. As itis, the sale of real estate accumulated under this pro- 
gram should have been made, generally speaking, in 1946 or 1947. This is particu- 
larly true in the case of single-family residences; apartment buildings and commer- 
cial properties generally reach their peak later than do single-family dwellings. For 
this reason, they can usually be held longer in order to maximize the profits. If 
they were bought at the right time, however, there is no doubt that a substantial 
profit could have been made by selling even as late as 1948. There is a good chance 
that this profit will still be very high if the properties are sold in 1949. This is 
especially true of well-chosen apartment properties, After the peak in activity has 
been passed, however, the longer these properties are held, the more speculative 
they become. Owners are then risking a sure profit in hopes of wringing out a few 
more dollars by holding on for a few more months. 


By 1946 or 1947 it would have been easy to sell this $96,000 worth of proper- 
ties for $192,000, pay off the $64,000 indebtedness, and put the remaining $128,000 
into mortgages at about 50 per cent of the value of the properties. These mort- 
gages should be held until about 1955 or 1956, when it should once more be possible 
to buy property on a distress market, One-third equities can then be purchased in 
properties selling for $384,000, assuming $256,000 indebtedness, and these proper- 
ties can be sold some time during the 1960’s at approximately the same percentage 
of profit (for $768,000). 


Back in 1932-1935 when we first began urging our clients to follow this plan, 
we were greeted with liberal amounts of skepticism. We bring it up at this point, 
while the present boom is still fresh in everyone’s mind, in order to help more 
clients overcome the psychological difficulties of following this plan when the time 
once again becomes ripe for entering the real estate investment field. 
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INCREASES IN BUILDING COSTS SINCE 1939 


(SAINT LOUIS) 


SIX-ROOM BRICK HOUSE 

(FRAME INTERIOR)* 
Content: 23,100 cubic feet 

1,520 square feet 

Cost 1939: $ 6,400 

(27.7¢ per cubic foot; $4.21 per square foot) 
Cost today: $14,905 

(64.5¢ per cubic foot; $9.81 per square foot) 
INCREASE OVER 1939 = 133.0% 


FIVE-ROOM BRICK VENEER HOUSE* 
Content: 24,910 cubic feet 
1,165 square feet 

Cost 1939: $ 5,440 

(21.8¢ per cubic foot; $ 4.67 per square foot) 
Cost today: $12,968 

(52.0¢ per cubic foot; $11.13 per square foot) 
INCREASE OVER 1939 = 138.2% 


SIX-ROOM FRAME HOUSE* 

Content: 25,376 cubic feet 

1,650 square feet 

Cost 1939: $ 5,894 

(23.2¢ per cubic foot; $3.57 per square foot) 
Cost today: $14,634 

(57.8¢ per cubic foot; $8.88 per square foot) 
INCREASE OVER 1939 = 148.2% 


6-ROOM CALIFORNIA BUNGALOW - NO BASEMENT 
Content: 12,119 cubic feet 
992 square feet 

Cost 1939: $3,117 

(25.6¢ per cubic foot; $3.14 per square foot) 
Cost today: $7,558 

(62.3¢ per cubic foot; $7.62 per square foot) 
INCREASE OVER 1939 = 142.5% 


*Costs include full basement. 
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(cont. from page 511) 
capacity - as the housing industry is - the creation of additional demand will not 
increase production - but instead will cause prices to rise. 


Judged purely from the standpoint of increasing housing production at lower 
cost, the government aid to the prefabrication industry and government research in 
building materials, construction methods and building codes seem to offer a re- 
mote chance of success. We have always felt that government aid to the prefabri- 
cators was unfair to the conventional builder because it forced him to meet gov- 
ernment-subsidized competition. The market for low-cost housing has scarcely 
been touched and there is some possibility that government efforts in these fields 
may eventually point the way to lower costs, although the chances are that any 
subsidies will be largely wasted. We believe, therefore, that any worth while de- 
crease in construction costs and consequent increases in the amount of low-cost 
housing must await the attrition of slackened demand and lower wages. So long as 
the government insists on its policy of high construction costs through easy credit, 
these worth while decreases will be slowed, 


The result of continued high costs will be a continued general decline in real 
estate mortgage activity as greater and greater numbers of families are added to 
the millions already priced out of the down-payment market. 


Ashas beenthe case since 1942, all news and com- 
RENTS ments regarding rents have centered around rent 
controls. Apparently the last chance for early 
worth while relief from control went glimmering with the pale dawn of November 3. 


It now appears that Congress and the Administration will join hands in clamping 
these laws more firmly around the bulk of the nation’s rental units. Although rent 
control is virtually certain of being extended and strengthened, we believe that prison 
terms for violators will not be enacted, While Mr. Woods, the Housing Expediter, 
is supposed to have requested this legislation, we think that Congress will refrain 
from establishing the very dangerous precedent of writing such a law into the statute 
books. 


The effect of the continued controls will certainly be reflected in the sales ac- 
tivity of rental income units, which are almost sure to suffer a drop in sales price. 
Some owners who have been hoping for relief may decide to sell now, feeling that 
controls are to be a permanent part of our economy. Others - and we think the ma- 
jority - will probably decide to hold on rather than dispose of their property ata 
lower figure. Speaking generally, for circumstances alter cases, we believe that 
unless the equities were heavy and the properties very well chosen we would sell. 
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DECEMBER 31 
1948 


Number 60 


SOME BASIC TRENDS 


NFORTUNATELY, it takes a lifetime to learn how to live. A well-rounded 

philosophy of life in most cases is only developed when many of the oppor- 

tunities to use itare past. The constant regret that present knowledge and 
recently acquired techniques were not applied to problems which arose before 
these skills were acquired develops the urge in each of us to try to transmit to 
others the attitudes and solutions we think we have found so that they may avoid 
the mistakes we have made and take advantage of the opportunities we necessarily 
neglected, I think this is especially true in those specialized fields where economic 
changes come so slowly that only historical studies of the past can provide a guide 
to the future. This is particularly true in the field of real estate and construction. 
Only those persons who were operating in this field in 1925 or earlier have experi- 
enced more than one real estate boom, and only those in business prior to 1918 
have experienced more than one real estate depression, 


1. Securities never provide security, regardless of how carefully they are 
selected. Risk travels hand in hand with all investments. Babson once said, “No 
investment is good enough to forget.” I believe in the old adage, “The way to be 
safe is never to be secure,” Kettering of General Motors is said to have defined 
research as “trying to figure out what you are going to do when you can’t keep on 
doing what you’re doing now.” The wise investor does not necessarily believe in 
any one type of investment. He is always trying to purchase what is undervalued 
at the time. He always tries to sell whatever is overvalued at the time. 


2. The only time that a depression can be prevented is before the preceding 
boom goes to extremes, Only by curbing booms can depressions be minimized, 
This applies to real estate booms as well as to business booms, The excesses of 
the present boom, fed by easy credit and government guarantees, will exact a fear- 
ful price in the depression that follows. Caution and restraint in booms and cour- 
age and faith in depressions are fundamentals of a successful business career, 


3. Get the facts. Never ignore them, It is dishonest to fool others, but it is 
idiotic to fool oneself. No one can have too many facts. I sincerely believe thata 
man’s judement can be no better than his information. and that no one is entitled 
to an opinion who has not made an intelligent effort to determine the facts. However, 
facts without imagination are valueless, Go as far as you can on a factual basis, but 
you are certain to reach a limit beyond which the facts will not carry you, Have the 
courage to pursue the intangible and to take a calculated risk. 
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4. The individual is supreme, He has inherent rights which even government 
cannot restrict. This is as fundamental to modern society as it was to the thirteen 
colonies, who refused to ratify the Constitution until the first amendments, known as 
the Bill of Rights, were added. These amendments definitely limited the power of 
government, It is the responsibility of every person who believes in democracy to 
see that these rights are not lost here as they have been in many parts of the world, 
either by direct attack or by neglect. Any theory of government which, in the guise 
of economic planning or under any other banner, attempts to exalt the State above 
the people is dangerous to the liberties won by our forefathers over many centuries, 
Powerful governments and bureaucracies always become despotic. As the number 
of government employees increases, the taxes on those portions of the economy 
still left free must become greater to support the government competition which 
cannot support itself. 

5. Subsidies take from the efficient to make it possible for the inefficient to 
continue in production, Actual demand is ignored and an artificial demand is cre- 
ated. The result is almost always an oversupply of the subsidized product which 
overhangs the market and constantly threatens collapse, The only correct determi- 
nant of the value consumers place on the products of a producer is the price those 
products will bring in the open market, Subsidies prevent readjustment in a con- 
stantly changing world. In the early 1900’s buggy and wagon manufacturers were 
failing because the public was turning to other methods of transportation, If their 
operations had been subsidized in a period when great economic distress and much 
unemployment existed in these lines, the inevitable readjustment would have taken 
much longer, The need for agricultural products during the period of the war was 
great and the price of agricultural products was resultingly high, The demand, 
however, is shrinking and the introduction of improved methods of agriculture and 
of additional labor-saving machinery makes a continuation of the population move- 
ment from farms to cities imperative. A smaller number of persons will be able to 
raise efficiently all of the farm products needed, but through farm subsidies the in- 
efficient producers will be encouraged to remain on the farms, producing unneeded 
materials, with the cost of this unnecessary production assessed against all con- 
sumers and taxpayers. 


In my opinion, the insurance of large percentage mortgages on high-cost con- 
struction constitutes a subsidy no less real than the subsidies offered to agricul- 
ture. On an unguaranteed basis no mortgage lender investing the funds of deposit- 
ors would darc to make the loans which are daily and glibly insured by government 
agencies at the eventual expense of the taxpayer. In spite of my opposition to sub- 
sidies, if I were a mortgage lender, lending other people’s money, I would take ad- 
vantage of the government guarantees involved in FHA insurance, 


6. I believe that prices should be free to find their own level in the market. No 
contrivance of a paternalistic government can equal the efficiency of the market 
place in determining the needs of the people. If an article is in short supply, its 
selling price will be high and the high selling price will encourage production. If 
an oversupply exists, the price will drop and the lower price will force marginal 
producers into more profitable lines. As I have said many times in our reports, 
the best cure for high prices is high prices and the best cure for low prices is low 
prices. This applies to rents of both residential and business space in the same 
fashion that it applies to all other prices. Due to rent control the rental value of 
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real estate is below its economic value and in a free and unsubsidized market no 
building for rent would be done. As it is, the tenants in all frozen rented space are 
subsidized, not by the government or the taxpayer, but by the landlord who happens 
to be unfortunate enough to own the space that was frozen, If it is necessary to sub- 
sidize tenants in the most prosperous period we have ever had in the United States, 
with the highest per capita earnings, certainly the subsidy burden should not be 
placed on individuals selected by chance, but should be spread evenly over the en- 
tire population. 


7. Monopolies prevent competition and necessarily must be restricted, There 
is always a tendency, however, to consider the efficient low cost producer, who is 
giving the public more for its money than competitors and who, therefore, grows 
rapidly while competition shrinks, as a monopolist; and he is often persecuted by 
the government for his efficiency and ability. It should also be remembered that the 
worst of all monopolistic competition is the competition of the government itself ona 
subsidized basis, securing the necessary funds for its deficit operations through tax- 
ing the businesses against which it is competing. 


8. There is a splendid opportunity at the present time for those who believe that 
the profits of industry are too large to purchase stock on the New York Stock Ex- 
change at a very low price per share, The price for which stocks sell depends en- 
tirely on the opinion of the investing public of the worth of these investments in 
relationship to their income-producing capacity. Apparently, the investing public 
is not nearly so cocksure that earnings are really so great as many high govern- 
ment spokesmen would lead us to believe. Actually, in my opinion, profits of Ameri- 
can industry are not high enough to make possible a distribution of earnings anda 
reinvestment in additional labor-saving equipment necessary to continue the regular 
increases in the standards of living of the population which the United States has 
always enjoyed in the past. Only by a greater investment in better machines can the 
hourly output of the average worker be increased to the point where there is more to 
divide. If the necessary reinvestment of industry in additional equipment is taken 
into account, profits at the present time are grossly inadequate and, because of this, 
the price which the average investor is willing to pay for common stock is rela- 
tively low and the stock market fails to advance, To believe otherwise would indi- 
cate that investors generally are ignoring the possibility of securing splendid re- 
turns on their capital. 


9. There is only one way in which the real wages of labor can be increased and 
that is by increasing production, In the last analysis, practically all cost is labor 
cost with, however, some lags, The cost of coal and iron ore consists primarily 
of the labor cost of their extraction and the labor cost of their transportation. Even 
the cost of the machinery which is used is in turn practically all labor, either in 
its fabrication or in the production of the raw materials used in manufacture, If 
wages are increased without increasing production, costs are increased, which 
increases prices, leaving labor no better off than it was before. On the other hand, 
when production is increased, either wages can be increased without increasing 
prices or prices can be lowered without decreasing wages, increasing the purchas- 
ing power for goods and services of the average individual. Basic and fundamental 
as many of these principles are, they are commonly ignored. Government policies 
are decided upon which restrict output and hours are shortened without a decrease 
in the weekly wage. Under these conditions, standards of living can be increased 
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for a short time only. During this period the accumulated savings and plant equip- 
ment accumulated with great self-denial over a long period of years will be reduced 
and dissipated. Just so soon as this source of increased wages has been exhausted, 
the actual standards of living of the average person must drop, 


10. During the past fifteen years we have developed a disregard for expenses in 
the United States which is quite alarming. The tax load in the United States has now 
reached a point where it consumes one-fourth of the total income of the nation and 
the load is constantly getting heavier. Congress thinks nothing of appropriating 
a billion dollars for this or that, in spite of the fact that this amount so easily 
voted is equivalent to the average value of the entire wheat crop in the United States 
in the years 1935 to 1946. We apparently believe that overnight we can increase 
our store of wealth by appropriating Federal funds, It should be remembered that 
the only source of Federal funds is the money the government takes from the peo- 
ple. Neither the housing problem nor any other problem can be solved in Washington 
by passing laws. Real laws are discovered and not passed, This applies to the laws 
of economics as much as it applies to the laws of gravity. It is an indication of 
superficial thinking to believe that a majority vote of Congress, ratified by the 
President, can increase the supply of housing, production, machinery or any other 
necessary part of our capital equipment. These can be increased only by production 
in excess of consumption, 
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